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Objectives and Activities of the Committee on
Stock List of the New York Stock Exchange
Under Present-Day Conditions*
By John Haskell

I wish to thank my hosts for the honor and the opportunity
which you have extended in inviting me here tonight. Even if
you or your other guests of the Rhode Island bar, Credit Men’s,
Bankers’, and Cost Accountants’ Associations hold different views
on some of the topics upon which I shall touch in this brief dis
cussion of the objectives of the committee on stock list of the
New York Stock Exchange—here in Providence, where independ
ence of thought has been a characteristic for just three hundred
years, I feel free to express my own opinions. After all, Roger
Williams founded Rhode Island on the principle of “free exercise
and enjoyment of rights and of safeguarding the Indians in the
titles to their tribal lands.”
The objectives of the committee on stock list are definite and its
purposes clear. The constitution of the exchange charges that
committee with the duties of considering and recommending new
listing applications, formulating listing requirements and deter
mining the time and conditions to initiate action for the delisting
of listed issues.
Under this mandate, the committee is constantly engaged in
carrying out one of the fundamental policies of the exchange—
that the merchandise dealt in on its market-place should be genu
ine, “as advertised.” This intangible merchandise may range in
character from the most conservative bond to a highly speculative
stock; its market price may vary from a fraction of a dollar to
hundreds of dollars a share. While many factors bearing on the
nature of a corporation’s business and its standing in its industry
are considered by the committee in connection with applications
for new listings, it should be remembered that most of the securi
ties now dealt in on the exchange were originally listed many years
ago. The aim of the committee is not to judge present worth nor
to divine future business prospects but to have sufficient informa
tion made available to permit the public to reach its own opinion
as to that most controverted, undefined and indeterminable ele
ment which we call “value.”
*An address before the Rhode Island Society of Certified Public Accountants, at Providence,
September 15, 1936.
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When considering a new listing application, the committee
weighs, not only the form and scope of the information which the
applicant agrees to make available to the public, but also the size
and character of the issuer and the soundness and suitability of its
securities for a national market-place; but listing does not and
can not guarantee purchasers against trading losses nor even
against declines in intrinsic value. No committee, no group of
men should have the temerity to extend any such guarantee.
You professional and business men know this well enough, but I
believe that you would be surprised at the number of letters which
the exchange receives from people all over the country, who are
under the impression that the value of a security, once listed on
the New York Stock Exchange, is in some way guaranteed. The
misinformed who hold this view expect to participate in the profits
of industry, without assuming its risks. The greatest disservice
that can be done to the investing public is to soft-pedal the old
saying, “Let the buyer beware.” Let us hope that in making the
seller beware we shall not lull the buyer into any sense of false
security nor lead him to forget to use common sense and prudence
in selecting his investments. More information is available with
respect to listed securities today than ever before—let the pro
spective buyer take advantage of it before he buys.
Next in importance to the committee’s primary objective of
making sure that the securities it lists are what they are repre
sented to be is another of vital significance under present-day
conditions. That is to facilitate the flow of investment capital
into productive business enterprise. It is generally admitted
that expansion of normal business enterprise is a prerequisite to
recovery and re-employment, and for this capital is needed.
While the facilities of the exchange are not designed to effect the
initial distribution of securities to raise new capital, it is the
market-place which provides the liquidity which many investors
expect for the securities which they receive in exchange for their
cash.
During the last year, we have seen the revival of new bond
issues on a large scale. Now we see an increasing number of new
stock issues—for the most part in the form of additional shares
offered by well-known established companies to their stockholders
under rights to subscribe. Other companies which have been in
receivership, or in reorganization under section 77B of the bank
ruptcy act, are being helped to resume operations by new financ
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ing. The exchange feels a duty, not only to its listed companies,
but also to the public, to facilitate this movement. Many of our
current listings are not of securities of new concerns but of new or
additional stocks or bonds of already-listed companies. If the
security meets its requirements for listing, the committee will not
permit the red tape and technical difficulties, with which company
officers, accountants, lawyers and bankers are familiar, to hold up
this tide toward recovery.
As an example of one of the steps taken to carry out this policy,
the exchange recently amended its constitution to permit the
committee on stock list to list additional securities of alreadylisted companies, without waiting for final action by the governing
committee, when it appeared that the former listing procedure,
coupled with the requirements of the securities act of 1933 and the
securities exchange act of 1934, might create technical complica
tions and delays with no offsetting benefits to investors. This is
one of the numerous steps taken 'by the exchange during the last
twelve months to simplify rules and procedure, to make new
financing by our listed corporations less cumbersome and less
costly.
Since the enactment of the securities exchange act in 1934, the
committee on stock list has had a new objective. This has been
to assist its listed corporations and their officers and directors to
comply with the provisions of this law and the rules of the securi
ties and exchange commission.
The committee and its staff have studied every new rule and
new form as promulgated and then classified them as to their ap
plicability to the different categories of listed issuers, and have
transmitted the appropriate ones to the proper companies. It
has solicited comments as to the practical operation of proposed
regulations; weighed constructive criticism; studied problems of a
general nature and explored hundreds of questions of detail.
There has always been the most cordial cooperation between the
commission and the exchange in all matters affected by the vari
ous sections of the law which deal with the relations of the com
mission to listed companies. Many of its rules and forms have
been sent in tentative form to the committee for discussion prior
to their adoption. The New York Stock Exchange, when believ
ing that some feature of such proposed rules or forms was in any
manner detrimental to corporate operations on the one hand, and
not essential to carry out the manifest spirit of the law on the
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other hand, has expressed its views to the commission to help
make the administration of these features of the act a success.
The commission, on its part, while far from adopting all sugges
tions as submitted, has, nevertheless, been most broad-minded in
considering representations made along these lines.
Likewise, where corporate management has not understood the
underlying reasonableness under the law of certain of the commis
sion’s requirements, the committee has endeavored to explain
them in such manner as to secure full cooperation.
Thus the committee has acted as an interpreter and moderator
between the hundreds of American corporations, foreign compan
ies and foreign governments having securities listed on the ex
change on the one side and the securities and exchange commis
sion on the other. It has been an absorbingly interesting and not
always an easy task, but we feel that the results so far accom
plished have been fully worth the effort. We in the exchange
appreciate fully the cooperation that both the commission and
the corporations and their accountants have displayed through
out the period of adjustment that is now assuming a more settled
relationship.
After this outline of major objectives, and before discussing
some of the specific activities necessary to accomplish them under
present-day conditions, I would like to take time out at this point
to stop a current tendency to confuse the securities and exchange
commission’s registration rules with the exchange’s listing re
quirements. Many sections of the securities exchange act of
1934, relating to the regulation of issuers and their officers and di
rectors, are based on the theory of jurisdiction of the commission
through the medium of the national securities exchanges. Fur
thermore, it has been the policy of the commission to utilize the
New York Stock Exchange as a most important channel of com
munication with our listed issuers. Scores of securities and ex
change commission rules of general application and literally thou
sands of its individual letters addressed to listed companies of all
descriptions have been relayed through our office. As a result,
the line of demarcation between the commission’s regulations and
the listing requirements of the exchange has sometimes been
blurred, and understandable confusion has arisen in the minds of
many corporation officers. The question has even been asked
whether the commission’s regulations now replace the exchange’s
own listing agreements. They do not. Compliance with the
274

Activities of the Committee on Stock List

securities and stock exchange acts is, of course, a prerequisite to
listing, but the listing requirements of the New York Stock Ex
change are separate and distinct from the registration rules of the
securities and exchange commission.
I believe that this audience is familiar with the general nature of
the exchange’s listing requirements and the character of the con
siderations which determine the eligibility of a company for list
ing. Although there are frequent borderline cases, where the
decision whether or not to list is a close one, and a careful exami
nation of many factors is required in each instance, it is usually
easier to reach a decision on an application for a new listing than
to make sure that a company, once listed, continues to make in
formation available to the public in such a way as to be of maxi
mum benefit to security-holders.
The formal application filed at the time of listing discloses the
status of the company up to that date and receives wide publicity.
The agreements made by the company in its application provide
for the form of future reports to stockholders and for prompt
notice to the exchange upon the happening of certain specified
future events, which may substantially affect the company’s
listed securities.
All these provisions are designed to accomplish that primary
objective of the committee—to insure that listed securities are
what they are represented to be. But, even with the most
scrupulous observance of original listing agreements and the
highest cooperation from the corporations, it is difficult to hold the
objective. Fundamental economic changes occur; unforeseen
situations arise; previous corporate practices become obsolete;
and so the character of the information to be made available to
the public and the form of reports to stockholders must likewise be
extended and revised. To see that listed securities remain “as
advertised” during this constant evolution after listing is one of
the most far-reaching of the committee’s activities.
For this purpose it has sought the collaboration of the account
ing profession, since it is primarily by means of the financial state
ments contained in annual and interim reports to stockholders
that security-holders and the public may be advised of the prog
ress of their companies. Formal recognition was given this
growing relationship when Mr. Hoxsey, executive assistant to the
committee on stock list, in his address before the American Insti
tute of Accountants at Colorado Springs six years ago, suggested
275

The Journal of Accountancy

the formation of a committee on cooperation with the stock ex
change by the American Institute. You all know that the Insti
tute accepted this invitation and established such a committee
which has proven of inestimable service to the exchange and to the
investing public.
As an example of the progress made through this team-work,
we can cite the Institute’s recommendation to the New York
Stock Exchange as to the form of auditor’s certificate to accom
pany financial statements contained in annual reports of listed
companies. My hosts here tonight are, of course, familiar with
this uniform type of certificate which was suggested by the com
mittee on cooperation and accepted by the stock exchange in
1934, and recommended to its listed companies:
“We have made an examination of the balance-sheet of the
XYZ Company as at December 31st------, and of the statement of
income and surplus for the year------ . In connection therewith,
we examined or tested accounting records of the company and
other supporting evidence and obtained information and explana
tions from officers and employees of the company; we also made a
general review of the accounting methods and of the operating
and income accounts for the year, but we did not make a detailed
audit of the transactions.
“In our opinion, based upon such examination, the accompany
ing balance-sheet and related statement of income and surplus
fairly present, in accordance with accepted principles of account
ing consistently maintained by the company during the year un
der review, its position at December 31st------, and the results of
its operations for the year.”

What an admirable choice of words from the point of view of
the investor! It calls his attention forcibly to the limitations in
the scope of the auditor’s examination and to the fact that ac
counting is not an exact science. At the same time, it assures him
that the accounting policies followed have been in accordance
with accepted principles, and that they have been followed con
sistently. It provides for the red-flagging of any change in ac
counting policy by disclosure in the form of specific qualifications.
Our records indicate that this form of uniform auditor’s certificate
was incorporated in more than 95% of the 1935 annual reports to
stockholders received by the exchange from its listed American
corporations (excluding railroads under the supervision of the
I.C.C. and companies in receivership or reorganization under
court control). We hope for its hundred per cent. adoption in the
reports for 1936.
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The committee on stock list is particularly impressed with the
responsibility of the auditor to include in his certificate a clear
statement of the nature of any material change which has been
made either in accounting principles or in the manner of their ap
plication, where such change affects proper comparison of the
financial statements with those of the prior year. For some time,
all companies applying for listing have been required to execute an
agreement not to make any change in depreciation policies or
rates without notifying the exchange and calling attention to the
change in the next published report. This agreement has now
been expanded to read:
“The corporation will not make any substantial change, nor
will it permit any subsidiary directly or indirectly controlled by it
to make any substantial change in accounting methods or in poli
cies as to depreciation and depletion or in bases of valuation of
inventories or other assets, without notifying the exchange and
disclosing the effect of any such change in its next succeeding in
terim and annual report to stockholders.”

There have been many other new developments in the field of
corporate accounting and reporting, which have come to the at
tention of the exchange in recent months. I shall endeavor to
outline the committee’s views with respect to some of these.
Since the beginning of 1932, there has been a noticeable trend
on the part of listed corporations toward capital readjustments
involving substantial write-downs of fixed and other assets and
the charging to capital of accrued deficits. When such capital
readjustments are made with due formality and the approval of
the stockholders, and are in the nature of voluntary reorganiza
tions, certain charges may be justified, even if, after exhausting
earned surplus, write-offs are made against capital or capital sur
plus. When, however, there is no such formal reorganization and
such write-downs and write-offs are made against capital surplus,
without first exhausting earned surplus, then the committee feels
that charges against capital surplus are justifiable only under
particular conditions, and the burden of their justification rests
squarely on the corporation and its accounting advisors.
Whatever legal distinctions and restrictions may exist under the
laws of our forty-eight states between stated capital and capital
surplus, from the practical viewpoint of the stockholder, capital
surplus is essentially a subdivision of the capital account and not
a subdivision of surplus. Ever since no-par-value stocks became
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popular, and particularly inasmuch as stated or par values of
common stocks have little or no relation to market prices or in
trinsic values, we have had to think of capital surplus as a part of
capital. Capital surplus should be kept as inviolate by current
charges as capital itself. To do otherwise—taking operating
profits into earnings on one hand and charging off losses directly
or indirectly to capital on the other—is nothing but the old Ponzi
game in thin disguise. There is little difference of opinion among
accountants of standing on this point. Last month, the com
mittee on stock list crystallized the views gained from its experi
ence with this problem by adopting a new agreement, to be
executed by corporations as a condition of listing. This new
agreement reads as follows:
“The corporation will not use, nor will it permit any subsidiary
directly or indirectly controlled by it to use, capital surplus, how
ever created, to relieve income or earned surplus account of
charges that should properly be made against one or both of such
accounts, without notifying the exchange and obtaining the ap
proval of its stockholders.”

This makes sure that the stockholders and the exchange shall
have an opportunity to consider the propriety of any such plans,
but we must rely upon the accounting profession to see that the
fundamental principle involved is faithfully and intelligently ap
plied to the perplexing individual cases which arise in daily
practice.
This year’s federal income-tax legislation, particularly those
sections relating to the surtax on undistributed profits, has al
ready raised certain listing and accounting problems and many
more will undoubtedly come up before the end of the year.
Shortly after this tax was enacted into law, the exchange addressed
a circular letter to its listed corporations, calling their attention to
their listing agreements to publish interim earnings statements on
the same basis of consolidation as in the annual report, showing
earnings after estimated allowances for depreciation, depletion,
interest and income taxes. Our circular letter stated that the
stock list committee would consider interim reports in full com
pliance with this agreement, if earnings were shown before pro
vision for the new surtax on undistributed profits, in view of the
difficulties in estimating the amount of such profits which might
remain undistributed at the end of the year. We requested,
however, that, if the earnings reported to stockholders were
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calculated without allowance for the tax on undistributed in
come, this fact be clearly disclosed. Until some definite uniform
practice is adopted, the committee feels that each published
interim statement should clearly indicate whether the earnings
reported are before or after allowance for this new surtax.
Early this year it came to the attention of the exchange that
several oil companies were changing their methods of accounting
for intangible drilling costs. The general trend was away from
the practice of treating such intangible drilling costs as an expense
(charged against current earnings) to that of capitalizing and
thereafter amortizing such costs. The effect of this change-over
on earnings reported to stockholders by important producing
companies is in many cases substantial. Unless fully explained it
makes comparisons between the earnings for different years of one
company difficult, and also makes comparisons between the earn
ings for the same year of different companies, following different
methods, impossible or extremely complicated.
To secure publication of their reports on a more comparable
basis, the committee, in February of this year, addressed a letter
to listed oil companies asking them to show in an appropriate
place, directly in relation to the income account contained in their
1935 annual reports, information as to the following points: First,
whether it was the company’s practice to charge intangible drill
ing costs to expense or to capitalize them; second, in case the
company’s practice was to capitalize the costs, then the date
when such practice began and the basis of the amortization em
ployed; and third, whether (in case a company had changed from
the expense method to the capitalization method) it capitalized
the intangible drilling costs appertaining to producing wells and
costs incurred prior to the change.
The committee further suggested that future annual reports
should indicate the method followed, and that if any change oc
curred a clear description of the nature of the change should be
given.
The exchange is interested in the present efforts of the Natural
Business Year Council organized by representatives of the Ameri
can Institute of Accountants, National Association of Credit Men
and others to secure a more general adoption by corporations of a
fiscal and accounting period which fits the seasonal current of
their business. Although some groups, such as the department
stores, have for some time used the fiscal year that is natural to
279

The Journal of Accountancy
their industry, and other important companies have recently fol
lowed suit, the great majority of our listed corporations still use
the calendar year, whether or not it is appropriate to the cyclical
flow of their operations.
The exchange is not primarily interested in the advantages
which the natural business year may bring to accountants and
corporations in the way of savings and operating efficiencies. It
is deeply interested in two practical advantages which its general
adoption should bring to stockholders and the investing public.
In the first place, annual reports prepared on the basis of a natural
fiscal year should be more accurate and contain less factors of esti
mate, since the accounts are prepared and audited at the time that
the company’s turnover is at its lowest ebb and its open trans
actions are at a minimum. Second, its general adoption should
permit the publication of reports to stockholders at a considerably
earlier date after the close of the fiscal period, since the independ
ent accountants would be in a position to spread the great volume
of work, now concentrated around December 31st, over the full
year.
Any practical policy of this nature which aims at more informa
tive and prompt reports to stockholders can be sure of the support
and sympathy of the committee on stock list.
Although this discussion has been confined primarily to the
activities of the exchange with respect to accounting matters, it
would not be fitting to conclude without a reference to its work in
other fields of corporate affairs. Listing questions involving
matters such as charter and by-law provisions, the rights and
preferences of preferred stocks, voting rights, mortgage or trust
indenture provisions, the practice of companies dealing in their
own securities and the rights of minority stockholders in mergers
or reorganizations are examples of the range of the committee’s
other activities.
All that I have said with respect to accounting and other prob
lems leads up to one suggestion that I now wish to propose for
the consideration of this group and all members of the accounting
profession who have a say in the preparation and audit of the
financial statements contained in annual reports to the stock
holders of listed corporations. Let us make such reports as sim
ple and understandable as possible.
Representatives of the accounting profession have spared no
effort in recent years to point out to the public the fundamental
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limitations of the art of accountancy. In so doing they have al
ready performed a great public service, although much more edu
cational work must be done before the small investor and even
some professional investment advisors fully appreciate these limi
tations. The more one sees of the practical problems which con
front the accountant in his attempt to translate the results of all
types of activities into an uncommon denominator of dollars and
cents of different values, the more one is impressed by the diffi
culties of his task and his dependence upon sound judgment and
common sense. It seems almost cruel to suggest that the ac
countant simplify the result of his complicated work, which is so
difficult of simplification.
There is no doubt, however, that steps can be taken in this di
rection. For example, there is no need for the inclusion in annual
reports to stockholders of all the varied schedules, breakdowns
and voluminous footnotes which are customarily found in the
form 10 and form 10K registration statements filed pursuant to
the securities exchange act of 1934. Of course, if any one of these
schedules or footnotes is, in the case of the particular company
examined by the accountant, significant and essential to a fair
presentation of its reported financial condition and earnings, it
should be included. But when this voluminous detail is not es
sential, its inclusion in the printed annual reports to stockholders
tends only to obscure the vital items of the income account and
balance-sheet and to discourage the investor from attempting to
follow the progress of his company.
The committee on stock list expects that the financial state
ments in the annual reports of listed companies will show the same
detail as those contained in the listing application, with separate
disclosure of the usual key items and any item of an unusual or
non-recurrent nature. It does not expect them to be cluttered up
with extraneous non-essential data. Let us hope that the ac
countants can show the way away from complicated statistics
towards clear, informative and simple reports to stockholders.
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